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CHAPTER I 



INTRODUCTION 
The Research Question 

The purpose of this study is to determine whether the 
concepts and practices of financial management can be applied 
successfully to the operation of a government agency. The 
United States Coast Guard will be used for a model in this 
study and the paper will be directed at a program within that 
service. The program is called Subhead Thirty, or SH30 for 
an abbreviated usage. In addition to the limitation placed 
on the study by looking at just the Coast Guard, an additional 
restriction is added by the use of a model Coast Guard 
District. For this report the First Coast Guard District, 
headquartered in Boston, Massachusetts, will ae the principal 
focal point as, in the opinion of the author, their program 
under the Subhead Thirty concept appears to be typical and 
complete as currently documented. The primary research 
question can then be stated as: Can Financial Management 

become a reality in a government agency through utilization of 
programs and concepts as put forward in the United States 
Coast Guard's Subhead Thirty Program? 
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To facilitate the development of the paper, the 
subsidiary questions which will be investigated are: 

1. What is the Subhead Thirty concept or program? 

2. How does the current program under Subhead Thirty 
differ from those preceding it? 

3. What does the comptroller in the field think about 
this project? 

.4. What shortcomings have been uncovered in the 

implementation of Subhead Thirty that could serve 
to aid in future programs of the same magnitude? 

Scope of the Study 

It was originally intended that this paper would delve 
into the entire spectrum of financial management in the federal 
government. As data was obtained, and the size of the project 
became more apparent, it was decided to limit the study to one 
particular portion of the governmental operations. As the 
author is familiar with the operations and administration of 
the Coast Guard, it was resolved that the paper would look at 
the most current program in that service which is designed to 
improve the management of its allocated resources. The first 
chapter is included to give an overview of the origins of this 
complex, multi-mission service. It will provide an understanding 
of the difficulties encountered in describing programs and 
missions for this service. The remaining chapters of the paper 
are devoted to Financial Management, the Subhead Thirty program, 



3 



and related activities. The latter of these will include 
fundamental descriptions of the program, a study of the 
results of a survey of field Comptrollers taken by the author, 
and finally, the conclusions and recommendations arrived at 
from the compiling of data. 

Purpose and Utility of the Study 
This study is undertaken as a first evaluation of the 
establishment of a financial management program within the 
United States Coast Guard. The program currently in effect 
throughout the service has not been given a thorough and 
detailed look, nor has a service-wide study been undertaken to 
ascertain the successes or failures of the project when viewed 
from the local level. Because of the aforementioned needs, 
this study is intended to meet the needs of the Coast Guard in 
evaluating the current administration of its financial 
management program. It is hoped that the results of this study 
will be valuable to the Coast Guard in future operations in 
this area. 

Research Methods Utilized and Methods of Analysis 
Information for this study was gathered from both primary 
and secondary sources. Interviews were given by several 
members of the staff of the Commandant of the Coast Guard, as 
well as other agencies in the federal establishment. In 
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addition, a questionnaire was developed and sent to all field 

1 

Comptrollers in the Coast Guard. The information received 
from the Comptrollers and various program managers throughout 
the service is included in Chapter V as a survey of the field. 
Additional information obtained from the questionnaire was 
used throughout the paper as supportive accounts. The 
remaining information used in this study was obtained from 
secondary sources and is used as a catalyst for the primary 
data. The secondary information used is generally in the form 
of official publications or documents of a public nature. No 
data was obtained from classified sources and security is not 
at issue in this report. 

The analysis of the data gathered was generally 
deductive in nature and usually the results and conclusions 
were reached in this manner of reasoning. Initially it was 
thought that some computer technology would be applied to the 
analysis of the questionnaire, but the size of the population 
and sample did not warrant it. In addition, a large portion 
of the response to the questionnaire was subjective in nature 
and was, therefore, not easily adaptable to computer 
applications .. 

'''The questionnaire and the graphical presentations of the 
response patterns are presented in Appendix II . 
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Organization of the Study 
The body of this paper is straightforward in its 
organization. The study begins with a brief history of the 
Coast Guard. Following this, the reader is introduced to 
Financial Management and Subhead Thirty, a program of financial 
management now being used throughout the Coast Guard. After 
this is an analysis of results obtained from a survey of 
Coast Guard Comptrollers in the field. The results of the 
survey lead into the development of a model in Chapter VI, 
which is a composite of all the Comptrollers' and program 
managers' responses to the questionnaire. This model is 
intended to act as a guide for implementation of programs such 
as Subhead Thirty in other agencies, as well as to indicate 
the author's concept of the program as established today in 
the Coast Guard. The paper will close with conclusions and 
recommendations which include proposals for future improvements 
in the current system and a review of the programs currently 
under consideration by the Coast Guard. Therefore, the paper 
is divided into three parts: past, present and future. 

Definitions 

A glossary of terms has been added in Appendix I. 

The author has attempted to limit the use of words or abbrevia- 
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tions common only to the service. The glossary is added for 
clarification purposes, since all terminology that is common 



to the service cannot be avoided. 



CHAPTER II 



A BRIEF HISTORY OF THE UNITED STATES COAST GUARD 

The Coast Guard, a part of the Armed Forces of the 
United States, is the principle federal agency for 
maritime law enforcement and marine safety. ^ 

The Early Years, 1790-1915 

In the very first year of its being, the United States 
was faced with a severe shortage of funds coupled with a huge 
foreign and domestic debt. The first cabinet, formed on the 
inquguration of President Washington in April 1789, included 
Alexander Hamilton as the first Secretary of the Treasury. The 
first assignment given to Secretary Hamilton was the collection 
of sufficient funds to operate the federal government and pay 
the $70,000,000 debt incurred in the Revolutionary War. As a 
means of accomplishing this task, Hamilton proposed the Revenue 
Act of 1789. The Act imposed a. tariff on goods imported from 
foreign producers and was believed to have a dual value in that 
it would stimulate the growth of American industry and provide 
the monies necessary for the government. Congress and the 

^Stephen H. Evans, The United States Coast Guard 1790- 
1915: A Definitive History (Annapolis, Md.: United States 

Naval Institute, 1949), p. ix. 
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President supported the bill and it was passed with minimal 
opposition. 1 

The new law was soon shown to be unmanageable without an 
enforcement agency. Smugglers and privateers had developed an 
extremely profitable and successful business in the last years 
of English domination. These same men now found their talents 
much- in demand in attempted violation of the tariff. So 
successful were the smugglers that the government was faced 
with a financial crisis within one year of the Revenue Act. To 
offset the losses Hamilton asked Congress for ten armed vessels 
to be used in the enforcement of tariff requirements. On 
August 4, 1790 the request was approved and the Revenue-Marine, 
later to become the United States Coast Guard, was born. There 
was no Navy at the time and there would be none until 179S. Of 
greatest concern to Hamilton and the Congress appears to have 
been the possible affront offered to members of the business or 
trade communities when the Revenue-Marine was authorized. It 
should also be pointed out that Congress feared the repercussion 
potential of a strong central authority or the effects of an 
incident which might result if American citizens came under the 



1 Ibid., pp. 4-5. 
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aim of guns enforcing the government's authority . 1 

On March 21, 1791, President Washington conferred the 
first commission to an officer afloat on Captain Hopley Yeaton 
of Portsmouth, New Hampshire. Captain John Foster Williams, 
another officer commissioned that day, was to become the 
Commanding Officer of the first Revenue Cutter, the Cutter 
MASSACHUSETTS . ^ A total of ten of these small ships were built 
and the Captains had some leeway in their outfitting.-^ 

Because of his desire for an efficient organization, and 
a little extra encouragement from the members of Congress, 
Hamilton wrote letters to all of his officer on June 1, 1791, 
stressing the need for the "strictest of economies" and pointing 
out that: 

The establishment of the Revenue Cutter Service 
not being entirely agreeable even to members of 
Congress, it will require uncommon care that it not 
be rendered more objectionable by any unnecessary 
expense/ 



^Howard V. L. Bloomfield, The Comp a ct History of the United 
States Coast Guard (New York: Hawthorne Books, Inc., 1966), p. 5 . 

2 

A cutter was a class of sailing ship originated in the 
colonies and noted for its speed and maneuverability. Ships and 
boats of the Coast Guard have been called cutters throughout 
the service's history. 

^Bloomfield, Compact History , pp. 6-7. 

4 Ibid . . p. 8 . 
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Thus in the very formulation of the Service was economy 
and efficient operation of primary importance „ The duties of 
the cutters were relatively uncomplicated and easily defined. 

As time passed however this was not to be the case as additional 
responsibilities were added. The first duties were augmented 
by the requirement that the ships sail along the coasts and chart 
information on the coast line, inlets, rivers, and bays of the 
new country, and report such information as might be of interest 
to navigation to the Department of the Treasury. Each of the 
ships was placed under the control of the Collector of Customs 
in the port to which is was assigned, for the enforcement of 
customs' laws. So successful were the operations of the Revenue- 
Marine Service that the country was obtaining ninety-two per cent 
of its revenue from the tariff. It should he pointed out that 
this income made it possible for the United States to pay all 
of its national debts by the year 1796."*’ 

Throughout its history, the growth of the Coast Guard has 
been sporatic. Times of war or national emergency have tended 
to stimulate spectacular growth. Long periods of peace or 
economic decline have generally resulted in reductions in 
size, but not in the number of missions to which the service has 

• ^Ibid . , p. 13. 
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been assigned. 

At the close of the eighteenth century the French and 
English were at war. Tension developed between the French and 
the United States when the American government elected not to 
aid the French cause. The people of France felt that the aid 
should be forthcoming as a return for the assistance they had 
rendered to the colonies during the Revolutionary War. The 
country could not afford involvement in foreign affairs and the 
decision was transmitted to the French. As a result, French 
warships began seizing American vessels on the high seas to stop 
foreign trade. Congress replied by increasing the compliments 
assigned to Revenue Cutters and raising the pay to stimulate 
interest in the service. Cutters were directed to intercept any 
attempted seizure of American vessels. Cuttermen experienced 
great relief when the French elected not to engage in activities 
along the American coasts. 1 

As a result of the pressures placed on Congress by the 
public, the Navy Department was organized on May 3, 1798. In 
1799 the President was given the authority to place the Revenue- 
Marine Service under the control of the Department of the Navy 

^bid . . p. 13. 
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in times of war, national emergency, or when in his discretion 
such is deemed appropriate. 

The era of President Jefferson saw a shift away from the 
needs of the service. Jefferson was a firm believer that the 
country was isolated from interference or attack from abroad 
by "nature and wide ocean."'*’ The Revenue-Marine declined 
steadily until 1807. In that year the Embargo Act was passed 
in reaction to the impressment of American nationals into the 
British Royal Navy to fill the needs of their service during 
the Napoleonic Wars. The Embargo prohibited the passage of all 
cargo through foreign ports to American ports and from American 
ports. Hundreds of merchant vessels were harbor-bound and the 
thousands of sailors who could not find work roamed every port 
city. Idleness brought lawlessness. Sailors and traders again 
turned to clandestine activities to defeat the law and 
smuggling was again commonplace. To offset the losses of tariff 
duties and insure that the Embargo Act was enforced, Congress 
authorized an expansion of twelve new cutters fro the service 
in 1809 . 

On June 19, 1812, President James Madison asked that war 

1 Ibid . , p. 19. 
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be declared against the English. Because of the need for new 
and well-trained naval personnel, the Revenue-Marine was placed 
under the Department of the Navy. Again the service was to 
grow and benefit from its association with the Navy as it had 
when it provided the only naval vessels available to the nation. 

For the duration of the time the service was under the 
Navy, the men were to receive "military compensation". In other 
words, if injured they would receive a pension, if killed their 
wives and children would receive survivors benefits. Requests 
were made of the Congress to make these benefits available 
during all times to the men of the Revenue-Marine. Such was 
not to be. Congress feared that granting compensation of this 
type to the members of the Revenue-Marine would cause havoc 
throughout the government as all employees would expect equal 
treatment and the government would be bankrupt. The situation 
would not change for more than one hundred years. 

Immediately following the War of 1812 the cutters were 
returned to the Department of the Treasury. Silvers and pirates 
plundered and robbed along the coasts and the cv ttermen were 
sent out to put a stop to their activities. In 1818 the cutters 
were made the vehicle by which the Neutrality Act was enforced. 
In 1836 eight Revenue Cutters were ordered into action against 
the Seminole Indians on the coast of Florida. The first truly 
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amphibious action took place during this operation when Revenue- 
Marine Cutters landed troops and arms to save Fort Brooke near 
Tampa, Florida. This action preceded by more than a hundred 
years actions which would require the same courage and 
seamanship as the landing of troops in 'World War II beachhead 
actions . 

The year 1837 opened a new area of operations for the 
men of the cutters. Congress passed a bill which was approved 
by the President, giving the cutters authority and responsibility 
to assist vessels in distress on the high seas. The Act stated 
that : 

. . . public vessels adapted to the purpose, take 

to sea and cruise the coasts in the severe portion of 
the season to render such aid to distressed navigators 
as their circumstances may require.! 

From this operation, called "Winter Cruising", the 
assistance to distressed navigators has grown into the extensive 
and complex Search and Rescue (SAR) system operated by the 
Coast Guard of today. 

Secretary of the Treasury John Spencer elevated the 
service to Bureau status and named Captain Alexander V. Fraser 



"*"U . S . , Congress, House, Message of the President of the 
United States Transmitting Reports of the U.S. President's 
Commission on Economy and Efficiency , H. Doc. 670, 62nd Congress, 
2nd sess., April 4, 1912, p. 290. 
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as Chief of the Revenue-Marine Bureau. In this reorganization 
the name of the service was formally changed to Revenue-Cutter 
Service. The new bureau was established with offices of 
accounting, engineering, personnel, operations, intelligence, 
and legal services. Captain Fraser stressed the need to 
modernize the service and make use of new concepts in ship 
design with the implementation of steel hulled vessels and 
steam power plants.' 1 ' 

Twenty- four years later, following a brief but successful 
operation in the Mexican War and a long period of decline in 
the service's morale and stature, the Cutter HARRIET LAKE fired 
the first shot of the Civil War to be fired by a naval 
vessel. The HARRIET LANE had been ordered to relieve Fort 
Sumpter in Charleston Harbor shortly after President Lincoln 
ordered the Revenue Cutters into duty with the Navy. The ships 
were assigned the task of meeting the naval forces' objectives 
which in general were the "economic isolation of the South by 
blockade and by seizure of Confederate shipping, and provision 
of naval support for Union military ventures. For the 

■'■Bloomfield, Compact History , pp. 39-45. 

o 

U.S., Department of Treasury, Coast Guard, The U.S. 

Coast Guard and the Civil War (CG-381) (Washington, D. C.: 

U.S. Government Printing Office, 1964), p. 3. 
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Revenue-Cutter Service the War between the States brought some 
conflicts within families and among crews as it did through the 
country and the government. The cuttermen who remained faithful 
to the Union brought credit and valor to the service and did 
much to benefit the efforts on behalf of the nation. 

The close of the Civil War brought about a long period 
of peace for the service and the country. The Revenue Cutters 
were returned to the Treasury and only limited use was made of 
them in the Spanish-American War during the naval actions off 
the coast of Cuba and in the Battle of Manila Bay. The major 
activity undertaken by the Cutters came about as a result of 
the Alaska purchase by Secretary of State Seward. The service 
was given the task of exploration of the new territory followed 
closely by the requirement to enforce the laws of the United 
States in the area. 

It was men from the Revenue-Cutter Service who first 
brought back the news that Alaska was not a barren waste of 
frozen tundra but a veritable treasure house of natural 
resources. The new Cutter LINCOLN had been sent to Alaska to 
begin an indepth study of the coast, rivers, and territories of 
the purchase. This trip led to the implementation of the Alaska 
Patrol which exists today under the name Bering Sea Patrol, and 
is operated by Coast Guard vessels year round. 
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In the days before Alaskan statehood the cutters were the 
mainstay of American authority in the north. Ships assigned to 
the Alaska Patrol carried doctors and dentists. The Commanding 
Officers of the cutters held court, performed marriages, acted 
as Federal Marshals, operated the postal system, and in general 
conducted the business of the government. To many Alaskan 
natives the Revenue-Cutter Service and Coast Guard were the only 
links they had with the nation and with civilization. 

Perhaps the most significant event in the history of the 
Alaska Patrol came during one of many cruises for the Cutter 
BEAR. In the winter of 1897 a fleet of whaling ships became 
stranded by an early freeze of the Artie ice off Point Barrow. 
First Lieutenant D. H. Jarvis, Second Lieutenant E. P. Berthoff, 
Surgeon J. S. Call, and a Russian guide, F. Koltchoff, left the 
BEAR at Nelson Island to begin a trek across 1,500 miles of 
frozen waste land in an attempt to rescue the trapped whalers. 
More than one hundred days later the party successfully delivered 
nearly four hundred reindeer in a herd that was soon augmented by 
an additional one hundred ninety fawns. Space prohibits true 
justice from being done to this miraculous feat of courage 
and perseverance, but it should suffice to say that this was 
perhaps the greatest rescue of all time. The effort saved the 
lives of 273 men and will be enshrined forever in the spirit of 
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the service as an example of the selfless dedication to humanity 
for which it stands. ^ 

The rapidly changing technology and the political climate 
at the turn of the century stimulated significant and far 
reaching changes in the service. The first radio transmitted 
distress signal was sent out by the SS REPUBLIC and was responded 
to by the Revenue-Cutter Service in 1909. 

To add another segment of the Coast Guard's rich and 
varied history necessitates turning back the clock momentarily 
to the founding of the Life Saving Service in 1848. Under the 
auspices of the Secretary of the Treasury, and in accordance 
with an Act of Congress, the first station was built at 
Spermacetti Cove on Sandy Hook, New Jersey.. Men of the 
Lifesaving Service were to rescue thousands of men from peril 
on the sea through their efforts with the long boat and related 
equipment. Development of the lifesaving activities resulted 
from the numerous shipwrecks along the shore and not within the 
jurisdiction or capability of the Revenue Cutters who worked 
offshore. The Lifesaving Service was to follow a growth pattern 
similar to that of the Revenue-Cutter Service. Again, space 

1 Evans, Definitive History , pp . 129-134. 



19 



prohibits just recognition of this service's work. 

On April 15, 1912, over fifteen hundred men, women and 
children lost their lives when the largest and theoretically 
safest ship of that day, the SS TITANIC, struck an iceberg on 
her maiden voyage while traversing the waters off the Grand 
Banks of Newfoundland. As a result, 1913 saw the beginning of 
the First International Convention for the Safety of Life at 
Sea, which included delegates from most of the world's seafaring 
nations. The United States delegation included representatives 
of the Revenue-Cutter Service, the Lifesaving Service, and the 
Steamboat Inspection Service, and Bureau of Navigation. The 
most significant result of that first convention was the 
creation in 1914 of the International Ice Patrol. Cutters of 
the Revenue-Cutter Service were assigned this new and important 
task, concommitant to the many others they had acquired over 
the years. 

In 1914, at the same time the service was being given an 
additional function, a Presidential Commission, established by 
President Taft, was recommending that the Revenue-Cutter Service 
be discontinued, and its missions, men and resources be 
transferred to the "Naval Establishment" . ^ Influential members 

•*-U.S., Congress, House, Message of the President , H. Doc. 
670, p. 338. 
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of Congress, the press, and the public moved to block the 
recommendation of the Commission, arguing that there was 
nothing in common between the roles of the Navy and the 
Revenue-Cutter Service. An alternative approach was offered 
by Treasury officials who suggested the merger of the Revenue- 
Cutter Service and the Lifesaving Service, since they had much 
in common and were both in the same department. The greatest 
assist to this proposal was not to come from normal or routine 
sources, but came when the SS ONTARIO caught fire and was 
beached near Montauk Point, Long Island. The men of the Plain 
Ditch Lifesaving Service Station went immediately to the rescue. 
The distance off shore and heavy surf conditions restrained 
the shore station from rescuing all hands. The Cutters MOHAWK 
and ACHUSHNET came to the assistance from offshore resulting in 
no lives being lost. This joint rescue so caught the imagination 
of the public that heavy pressure was put on the government to 
change its position in regard to the discontinuance of the 
Revenue-Cutter Service.'*' 

On January 23, 1915, newly inaugurated President Woodrow 
Wilson signed into law an Act which created the United States 
Coast Guard. ‘A complete resume of the Act could be stated in 

^ •Ibid . , p. 339. 
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the following sections: 

There shall be established in lieu of the existing 
Revenue-Cutter Service and the Lifesaving Service, to 
be composed of those two organizations, the Coast 
Guard, which shall constitute a part of the military 
forces of the United States and which shall operate 
under the Treasury Department in time of peace and 
operate as a part of the Navy, subject to the orders 
of the Secretary of the Navy, in time of war or when 
the President shall so direct .... 

All duties now performed by the Revenue-Cutter 
Service and Lifesaving Service shall continue to be 
performed by the Coast Guard, and all such duties, 
together with all duties that may hereafter be imposed 
upon the Coast Guard, shall be administered by the 
captain commandant, under the direction of the 
Secretary of the Treasury. ^ 

Fifty Years of Growth, 1915-1965 

Four months after the Coast Guard began operations under 

♦ 

its new name the world was shocked by the news of the sinking of 
the liner LUSITANIA with the loss of 128 lives. Imperial German 

i 

submarines began to make unrestricted war on the high seas and 
often could be found lurking in the vicinity of American 
lightships to ambush ships of nations "hostile" to Germany, when 
these vessels entered or departed port. For nearly two years 
the United States heeded the warning of President Washington and 
avoided "foreign wars". In the opening months of 1917 submarine 
activity against all shipping began to increase. The last week 



1 



Evans, 



Definitive History , p. 216. 
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of March saw the sinking of four American ships by the German 
Navy. All of the actions were without warning, and this was 
sufficient to bring America into the war. On April 3, 1917, 
President Wilson went before Congress to say, "it is a fearful 
thing to lead this great peaceful people into the most terrible 
and destructive of all wars . . . but the right is more precious 

than - peace . " •*- 

The Coast Guard took her place in the Department of the 
Navy for the duration of World War I. Expansion again was 
great, and new areas of operations developed. Lifeboat stations 
became heavily involved in the war as submarine warfare 
continued to devastate shipping along our coasts. A mcjor 
explosion in the port of New York resulted in emergency 
implementation of the new Coast Guard responsibility, port 
security. This phase of the service's war responsibility has 
developed into one of the most important of the Coast Guard's 
peacetime, as well as wartime, duties. 

The Coast Guard looked now to the skies and began to 
develop use of the airplane. World War I proved to the world 
that aircraft were the way to the future and their versatility 

■'’Bloomfield, Compact History , pp. 129-130. 
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and usefulness would prove to be a great benefit to the Coast 
Guard in years to come. Two Coast Guard officers were sent to 
the Navy's flight training facility at Pensacola, Florida, and 
one of these men was to be the co-pilot of the first plane to 
successfully cross the Atlantic. The young pilot, First 
Lieutenant Elmer Stone, and his flight classmate became the 
nucleous of the Coast Guard's air arm, which has proven of 
emense value in the efforts to better the "safety of life and 
property at sea." In 1920 the first Coast Guard Air Station 
became a reality, but political conditions would overshadow 
the event to all. On January 17, 1920, the Volstead Act, also 
known as the National Prohibition Act of 1920, was ratified 
and the United States became legally "dry". Treasury was 
given the responsibility of enforcing the new law, and the 
Coast Guard was directed by the Secretary to implement the 
regulation on the high seas. The men of the service were 
placed in the position of enforcing a law which millions of 
Americans detested. The single benefit to the service was 
the addition of more than 350 new vessels to the inventory of 
cutters. The greatest number of these ships and boats were 

1 Captain Walter C. Capron, USCG (Ret.), The U.S. Coast 
Guard (New York: Franklin Watts, Inc. ,1965), pp. 76-77. 
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primarily for the prevention of smuggling, which again was 
flourishing along our coasts. 

The men of the Coast Guard maintained an efficient and 
military approach to their duty throughout the era of 
prohibition. Many times the crews of cutters were to be 
frustrated by the courts who made a mockery of the law and 
released individuals for no apparent reason or for reasons which 
did not fit the evidence placed before them. Although the Act 
was repealed in 1933, the smuggling activities continued for 
many years . The Coast Guard and Treasury were to work without 
a break for nearly five more years to overcome the smuggling of 
alcohol in the attempt to avoid the new taxes. Because of the 
depression in the economy, and the fact that many members of 
Congress reacted to atone for past actions in a harsh and 
sometimes spiteful manner, the Coast Guard's budget for 1934 
was severely cut. The service was again in a period of decline 
as the world picture was peaceful, the economy tight, and 
little support for new activities could be found at home . 1 

Concurrent with the early development in the Revenue- 
Marine Service, the Lighthouse Service was established. In 
1792 the first lighthouse operated by the federal government 

1 Ibid. , p. 109. 
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was erected at Cape Henry on the entrance to the Chesapeake 
Bay. Early lighthouses had been established in many harbor 
areas along the coast, the oldest of which was on Great Brewster 
Island in Boston harbor, built in 1716. Because of the 
increasing emphasis on commerce and trade, the Congress acted 
to establish a standard system of lights and on Agusut 7, 1789, 
an A'ct was passed which required the Treasury to establish just 
such a system. 1 

Initially it was anticipated that charges would be 
levied against the users of the various ports based on the 
tonnage of the vessels involved in trade through the port and 
the number of passages experienced. This was felt to be a 
fair approach to financing the project and one which would 
result in the least imposition on the general taxpayer. Such 
was not to be the case. Collection of the fee was virtually 
impossible, and much uproar was heard along the coastline with 
claims of unfair charge rates. The federal government decided 
that the charges levied for the use of lighthouse services were 
unenforceable and the fees were dropped. Aid to navigation 
furnished by this country have thus been free of charge to the 
users for nearly two hundred years. 2 

■'•Evans, Definitive History , p. 5. 

^Bloomfield, Compact History , pp . 155-165. 
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The Lighthouse Service continued in the development of 
aid to navigation systems, including fog horns, bells, gas 
lights, electric lights, radio beacon systems, buoy systems, 
and light ships. This service was to continue until 1939 when 
President Roosevelt, with Congress' concurrence, decreed that 
the Lighthouse Service was to become an integral part of the 
United States Coast Guard. 1 

In November 1941, President Roosevelt moved the Coast 
Guard under the jurisdiction of the Navy. The shift was not 
unanticipated, as war was beginning to evolve into major crises 
in both the Atlantic and Pacific. Prior to this, the Coast 
Guard had been directed to implement the Espionage Act of 1917 
and to re-establish port security functions. In March 1941 the 
Secretary of the Treasury ordered that all German and Italian 
ships be placed in "protective custody" . Two days later all 
Danish vessels were ordered into the same status. The seizure 
of vessels in American ports brought the fear of war closer 
to home than ever before and the country was beginning to 
mobilize. Following the attack on Pearl Harbor, the United 
States declared war against Japan on December 8, 1941. Three 



1 Ibid . , p. 155. 
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days later the declaration of war was made against the Axis 
powers of Germany and Italy. World War II was now a reality.^ 

The Second World War was to see the Coast Guard reach 
the largest size in its history. During the hostilities, men 
of the Coast Guard manned 802 cutters of sixty-five feet or 
over, and 639 major vessels of the Navy and Army. Twenty-eight 
of these vessels were lost in action, as were 1,878 men. The 
losses incurred by the Coast Guard were primarily the result 
of the high risk activities to which it was assigned. Escort 
duty in the North Atlantic and anti-submarine activity world 
wide took their toll. Manning of transports and cargo ships 
and various support vessels for invasion fleets were also 
high in risk, as these were prime targets for enemy submarines. 
The greatest of risks was the operation of the landing craft used 
in every amphibious action of the war. The men in these little 
craft were placed in the greatest jeopardy of all as they were 
critical to the landing of troops and enemy gunners made 
speical attempts to wreck the boats in the surf, thus causing 
loss of not only the boat but also its cargo of combat troops. 

^Ibid . ,' p. 148. 

2 Ibid . , pp. 167-269. 
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Early in the war another area was assigned to the 

Coast Guard for responsibility. The age of steam had become 

a reality by the end of 1337, but the new improvements in 

propulsion were coupled with dangers such as fire and 

explosion. To protect lives and insure the safety of 

passengers and crew, the Steamboat Inspection Service of the 

Bureau of Navigation was established in the Department of 

the Treasury, by the Act of July 7, 1838. This new function 

of the government was responsible for "better securing of the 

lives on board vessels propelled in whole or in part by 

steam." 1 Inspection rules were developed and standards set 

which were enforced for strictest compliance. As the 

nineteenth century drew to a close the licensing of vessels 

was joined by new requirements which stated that marine 

engineers, deck officers, lifeboatmen, and able-bodied seamen 

be examined and licensed. The Steamboat Inspection Service was 

placed in the Coast Guard temporarily as a result of the war 

effort. The close of the second World War saw the functions of 

the Steamboat Inspectors become a permanent part of the Coast 

2 

Guard's mission. 



1 Ibid . , p. 263. 

2 

Ibid. , pp. 263-265. 



29 



In addition to efforts directly related to the combat 
role played by the service and the new duties of port 
security and marine safety, the Coast Guard was developing 
modern systems of navigation. A new electronic system was 
advanced during the war which enhanced accurate navigation 
over great distances. LORAN, (LOng Range Aid to Navigation) 
was developed by Coast Guard engineers to facilitate the 
navigation of huge fleets of ships across the Pacific under all 
weather conditions. LORAN has now developed into a highly 
complex electronic system with modern improvements being 
added each year. Today's LORAN systems, both old and new types, 
cover most of the Northern Hemisphere. The manning of these 
stations is often more difficult to face than combat, because 
men are confronted with a new enemy, loneliness. Nearly all of 
the Coast Guard's LORAN stations are isolated, with no families 
allowed. Modern methods of communications, automation, 
improved reliability of aircraft support under marginal 
weather conditions, and a better understanding of the problems 
faced by the men assigned to these stations have done much to 
make life in the remote reaches of the world a little more 
bearable. Today, LORAN stations are located in all parts of 
the Northern Hemisphere from the Artie to the Equator, in 
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1 

the Atlantic, Pacific, and Mediterranian Oceans. 

As World War II was drawing to a close, a new type of 
aircraft was just coming of age. The helicopter was first 
used in a distress assistance situation in 1944. Now rotary 
wing aircraft are commonplace throughout the service and 
many of the newest cutters are equipped with platforms 
specially designed to enable them to make use of "choppers" 
for search and rescue operations. New equipment and several 
new areas of responsibility were of little comfort to the 
members of the Coast Guard when in 1946 the service returned 
to the Treasury and the postwar step-down reduced the 
strength to 19,000 men with missions requiring numbers 
between 25,000 and 30,000. Many ships were laid up in port 
because of the lack of crews, shore stations and lifeboat stations 
were undermanned, and the logistics effort for the overseas 
units was nearly non-existant . ^ 

As was previously noted, the President made Inspection 
of Marine Officers and Vessels a permanent part of the Coast 
Guard's responsibility after the close of the war. In 

■^The author was Commanding Officer of a LORAN station in 
the Aleutian Islands and has firsthand knowledge of the difficulty 
of maintaining morale and efficiency on an isolated unit. 

2 

Capron, Coast Guard , pp. 170-172. 
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addition, international air travel was coming into its own 
and a new duty was given to the cutters. The Weather Patrol, 
or Ocean Station Program, had started during the war but 
little of it was known to the civilian community. Following 
the war, and in a period of new growth, the program became 
widely known because of the information made available by it 
to transoceanic flights. Ships on station in the Atlantic 
and Pacific in the major air and sea traffic lanes provided 
navigational information, weather data, communications 
facilities and relays, and search and rescue platforms. 

Since their inception, the Ocean Stations have played a 
vital role in the safety of persons crossing the ocean, on 
the surface as well as in the air. Hundreds of lives have 
been saved through the successful ditching, forced landing 
of an aircraft at sea, as well as uncountable value of 
property and persons that have been saved from marine 
disaster. Implementation of the Ocean Stations benefited 
the Coast Guard in that it brought new life to the service 
and again focused attention of the Congress on this small 
but effective organization. Congress, in establishing the 
Ocean Station Program, began a period of expansion for the 
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service which has existed and is continuing through today. ^ 

The Korean conflict brought a new aspect to the 

operations of the Coast Guard. Although not directly 

involved in the fighting, the Coast Guard was called upon 

to give support to the activities of the United States and 

the United Nations. Primarily the support was in aids to 

navigation, but increased weather patrols provided enroute 

services and assistance to aircraft. Because of the limited 

operations of the Coast Guard in Korea, there was no move 

to transfer control of the Service into the Navy Department. 

Only those units directly involved in operations were placed 

2 

under Navy control. 

As the decade of the fifties came to a close, the 
Coast Guard was to make use of yet another vital and 
significant tool in its efforts to better insure the "safety 
of life and property at sea." AMVER, (Automated, originally 
Atlantic, Merchant VEssel Reporting system) is an application 
of the data processing capability of a computer. All 
participating ships make reports to AMVER, giving their 
destination, course, speed, medical facilities, and updated 

1 Ibid. , pp. 175-177 

2 Bloomfield, Compact History , pp. 277-273. 
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positions. The computer has been programmed to maintain 
current positions for all ships in the system and report them 
when a SURPIC, or sur face pic ture or presentation, is 
requested. A SURPIC might be requested by a merchant vessel 
with an injured man aboard who requires immediate medical 
attention. Information is obtained from the computer which 
gives all vessels within 100, 200, 300 or so on miles of the ship 
in need of assistance. Information shown includes destination, 
medical facilities, doctors, course, speed, and position. The 
appropriate information is relayed to the vessel requesting 
assistance and to the Ocean Station vessel in the area. Broad- 
casts of the need are made by radio-telephone to all ships. 

Those in the area are made aware of the need and generally respond 
quickly as the unwritten law of the sea requires that a mariner 
help his fellows in distress. 1 

In 1961 another duty was added to the Coast Guard's 
mission. The Congress of the United States included the 
service as a part of the national oceanographic effort. 

New ocean research projects have been undertaken, and 
oceanography is now a major mission of the service. New 
ships and planes were now a reality and older ships were 

1 Ibid., pp. 273-277. 
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gradually being replaced with modern, sophisticated cutters 
with capabilities undreamed of only twenty years before. 

Power plants that make use of diesel engines in combination 
with gas turbine engines for added versatility and speed are 
being used in many of the service's newest and largest 
cutters. Major ships now carry platforms to facilitate the 
use of helicopters for search and rescue operations. Jet 
powered helicopters and aircraft are used for long-range as 
well as coastal rescue efforts. The Coast Guard in the early 
and mid-sixties was truly becoming a modern organization. 

In 1965 the Coast Guard was asked by President Johnson 
to aid in the efforts to support the government of South 
Viet Nam. The duties of the cutters assigned to Southeast 
Asia included the interception of contraband materials being 
smuggled from North Viet Nam. In addition, these vessels 
acted to support American ground forces in the coastal areas. 
LORAN stations were also established to provide improved 
navigation for air and naval forces. 

Transition and Continued Modernization, 1966-197 2 

In October 1966 the long and close association of the 
Coast Guard and the Treasury came to an end when President 
Johnson received authority from Congress to establish the 
Department of Transportation. In leaving the Department of 



35 



Treasury the Coast Guard became one of the major agencies 
in the new department, a department made up of all the 
nation's transportation related activities. 

It would be inaccurate to say that transition to the 
new department was without some misgivings. Many career 
personnel felt that the move spelled the end of the service 
and 'that a long and proud history of service was coming to a 
close. Questions were raised in many sectors as to how the 
Coast Guard would function and what its role would be in 
"DOT" . Internal changes in the structure of the Coast Guard 
were minimal and, with the exception of a change in letterhead, 
the shift was relatively uneventful. The service was involved 
in full-scale modernization and new ideas for units, both sea 
and air, were being implemented at a frantic pace. The ocean, 
the environment, weather, and safety were all getting much 
attention from the public and press of America. New duties 
were added and old responsibilities strengthened. The Coast 
Guard, long responsible under the law, now receives full 
support in the fight against pollution of the high seas as 
well as the navigable waters of the nation. Oceanographic 
studies are conducted all over the globe by Coast Guard 
ships, and new and better systems of navigational aids are 
continually being developed. The Coast Guard entered the 
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nuclear age with an experimental buoy and a lighthouse 
powered by atomic radiation. High speed small boats, 
cushion effect craft, and amphibious vehicles that can race 
along roads to the site of a distress at speeds of 50 miles 
per hour, make rescue facilities more capable to respond to 
distress calls and reduce the need for stations in close 
proximity to each other . 

The largest ships ever built for the Coast Guard, the 
378-foot long HAMILTON class cutters are now in service and 
more are being built. New jobs, new equipment, and better 
trained personnel are and will continue to make the Coast 
Guard a. vital part and important sector of the government. 
Neither President Washington or Secretary of the Treasury 
Hamilton could have dreamed that the Coast Guard of today 
would evolve from the Revenue-Marine of 1790. Today the 
Coast Guard consists of 4,000 officers and 35,000 enlisted 
men, supported by thousands of civilian employees. Modern 
equipment and the use of the latest techniques for management 
and control make the operation of the Coast Guard efficient 
and effective. Today, as in the days of Alexander Hamilton, 
care is taken to insure that the operation of the service 
is done with "the strictest of economies." 
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The following two diagrams give the current organizational 
and area structure of the Coast Guard. The first of these shows 
the top-level organization of the service. Each of the Area and 
District units consists of an organization which parallels that 
of headquarters with minor exceptions. The second exhibit is a 
geographical presentation of the arrangement of the District and 
Area responsibilities. Area commanders are operational coordin- 
ators whose activities include the overseeing of programs and 
projects which cross district boundarys and are operational in 
nature. Search and Rescue operations exemplify inter-district 
cooperation requiring broad area control crossing boundaries 
between two or more districts . 1 



^•As an example: The Steamship SS Bananaboat, enroute 

from Panama to Boston, encounters heavy seas off the coast of 
New Jersey. During the storm the ship founders. Shortly before 
abandoning the vessel, an SOS is sent and received by the Coast 
Guard radio station in Marshfield, Massachusetts. Since the 
distressed vessel is located in Third Coast Guard District 
waters, the information is immediately transmitted to the Rescue 
Coordination Center in New York. The duty officer in New York 
determines that insufficient units are available locally for 
this rescue and, through the AMVER facilities, coordinates with 
duty officers in the First and Fifth Coast Guard Districts to 
make additional units available. Ships and planes from New 
England and Mid-Atlantic coastal waters join the units from 
New York in search and rescue operations. Under normal 
operational lines of authority inter-district coordination of 
effort is not possible, but because of the Area command structure 
a single point of control is available. During the joint venture 
units remain administratively attached to their home districts, 
but are under operational control of the Area Commander. 
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CHAPTER III 



FINANCIAL MANAGEMENT 

Just what is meant by the term "financial management" and 
how it applies to the administration of various government 
programs is the focal point of this particular section. To 
better understand the criteria against which the Coast Guard, or 
any other public agency programs will be weighed, a comprehensive 
description of financial management will be developed. The 
description will include a broad definition of the term and a 
review of the techniques used by the financial manager in the 
performance of his job. This section will end with a look at the 
development of financial management within the Coast Guard. 

The description of financial management which will be 

\ 

developed will be applicable generally to a business in the 
private sector of the economy. By relating "taxpayer" to "owner", 
and "agency" or "department" to "business" or "firm", it should 
be apparent that the concepts are valid in both public and private 
organizations. Some needed modification of goals, functions or 
techniques of finance will be evident when discussing the 
differences between public and private sectors and no 
discrimination will be made regarding them in future discussions. 
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This approach will not be carried over into the less clearly 
defined areas where the differences will be discussed more 
fully. 

Financial management is generally recognized as the 

application of various techniques and skills in the manipulation, 

use, and control of funds or other fiscal resources. Edward J. 

Mock and others have indicated that the skills involved are 

generally divided into two main, functional categories: "the 

evaluation of alternative uses for funds and the procurement of 
1 

funds." Ezra Solomon indicated that the true meaning of 

financial management falls between the concept that "finance is 

concerned with everything that takes place in the conduct of 

business", and the idea that "financial management is concerned 

2 

with raising and administering funds used in an enterprise." He 
goes on to state that a third view places management in an 
integral role in the overall management rather than a staff 
functionary position dealing only with funds, their sources and 
uses. Later in his book Solomon develops what he calls the "new" 
approach to the definition of financial management. He indicates 

■'■Edward J. Mock, R. E. Schultz, E. G. Shultz, and Donald 
Hart Shuckett, Basic Financial Management (Scranton, Penna . : The 

International Textbook Co., 1968), p. 1. 

2 

Ezra Solomon, The Theory of Financial Management (New York 
Columbia University Press, 1963), 



P . 3 . 
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that this approach includes the acquisition of funds and the 
use of financial resources as well as how the financial 
manager should make decisions or judgements. To arrive at a 
solid definition of financial management there are certain 
prerequisites which must be satisfied; Among these are the 
establishment of explicit goals, a systematic and sound basis 
for attaining funds and using those funds in such a manner as 
to arrive at the organizationally established financial objectives 
or goals, and an approach to the decision making process which 
is adequate and meets the needs of the organization.' 1 ' 

Many authors have said that the financial manager is the 
individual who performs a translation function. These men, 
including Mock and Solomon, indicate that this translatory 
function is merely the restating of an organization's long-range 
goals, plans, and objectives in fiscal or monetary terms. 

In reviewing the material available concerning the 
definition of financial management it becomes readily apparent 
that the concensus is to favor the concept of defining the term 
by stating the goals, functions, techniques, and methods which 
pertain to it. The goals of financial management can best be 
stated as maintaining the owners' control, minimizing risks, 

1 Ibid_ i pp . 4 - 9 . 
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maximizing present value of the firm, and achieve and maintain 
an acceptable degree of financial flexibility. The functional 
categories of financial management can be listed as planning, 
evaluation, the sources of capital, and asset management. The 
methods and techniques are best described by the use of either 
models or in-depth descriptions. Since this paper is not 
designed, nor intended, to act as a text in financial 
technology only a brief treatment will be given to the 
applicable tools. 

Techniques and Methods 

To facilitate clarity and ease of understanding this 
portion of the paper will be divided into the functional 
categories previously mentioned. The applications of each method 
or approach will be stated as they relate to the private firm and 
annotated as appropriate for the government agency or department. 
This annotated listing will begin with planning and conclude 
with a treatment of asset management. Following this segement of 
Chapter III will be the development of the financial management 
program within the Coast Guard. 

Planning 

This category is generally considered as a combination of 
the activities of planning and budgeting, and the various elements 
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which make them up . 

Forecasting is the beginning of the planning process. It 

includes all of the tools needed to look into the future 

operations of the firm. The four most common tools of the 

forecasting operation are the percent-of-sa les method, simple 

linear regression or scatter diagrams, simple curvilinear 

1 

regressions, and multiple regression. In applying these to 
a public operation the sales concern is translated into some 
other measurement of output. This output could be as simply 
measured as counting the number of cases acted upon and using 
this as the "sales" figure or as difficult as determining the 
strategic force capabilities of the armed forces. 

The planning phase of an operation uses the forecasts to 
determine the objectives or goals the organization will strive 
for in the future. These goals become part of the long range 
plan which is further subdivided into smaller increments called 
budgets. The budget is merely the tool used by the financial 
manager for short term planning and control. It is the method 
used to improve the operation of the organization and is 
continuous in nature in that it is continually updated to reflect 
changes in the operating atmosphere of the firm or industry. 



J. Fred Weston and Eugene F. Brigham, Managerial Finance , 
3rd Ed. (New York: Holt, Rinehart and Winston, 1969) pp . 98 - 112. 
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Budgets may be flexible or fixed in nature. A flexible 
budget, sometimes called a rolling budget, is continually 
updated to more adequately reflect the current situation. In 
general the government agency operates with only a fixed budget, 
as the congressional process needed for major updates or changes 
is so slow as to be rigid for all intents and purposes. In 
either case, the information derived from the forecast and 
budget becomes the basis for the pro forma balance sheets and 
income statements which will be used as measurement criteria in 
future time periods. 

Budgets take on several different formats and a. complete 
system of them should include, 1) a cash budget, 2) a materials 
purchases budget, 3) budgeted income statement, 4) production 
budget, 5) budgeted balance sheet, and 6) a capital expenditures 
budget. It is readily apparent that some form of each of these 
budget types exists in both government and private organizations.^ - 

In conclusion, the financial manager makes use of 
forecasting to derive a realistic idea of what the future holds. 
With this picture in view he can express the organization's 
long range plans, which must include attainable goals and 



1 Ibid , , pp. 131-142. 
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objectives. This long range planning output is subdivided into 
short range plans which are expressed in the form of various 
budgets. Using the information derived to get the budgets, 
the financial manager can make pro forma reports which will 
provide the necessary control instruments and criteria, for 
measuring success. 

Evaluation 

As used here, evaluation deals with the decision-making 
process aids which are applied to the various alternative 
choices open for capital investments. Some authors have used 
this term to describe the measurement of success or failure, 
but for the purposes of this paper success or failure is a 
control function. Four basic approaches to deciding between 
alternatives are payback, net present value, internal rate of 
return, and benefit/cost ratio. 1 None of the items just listed 
can be universally applied. For the most part all government 
programs have returns that are stated in other than dollar 
values. Many times the returns are stated in such a manner 
that quantification of them is impossible. Because of the 
difficulties encountered in measuring the output for a 



1 Ibid. , pp. 178-137. 
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government operation, a modification of the benefit/cost 
ratio called benefit/cost analysis has been developed. 

In a benefit/cost analysis the inputs or "costs" are all 
stated in common terms, generally dollars, for all alternative 
projects. The outputs or "benefits" ate measured in some 
standard way which gives a comparative listing of all benefits. 
Each- alternative under consideration is subjected to a risk 
and uncertainty correction, and some manner of discounting 
common to all is applied over the expected life of the program. 

Understanding the principles of ranking investments is 
critical for the financial manager. V7ithout good decisions 
between alternatives there can be no "management" . Organiza- 
tional goals cannot be attained on a "hit or miss" basis. 

Capital Sources 

The agency level financial manager has not been too 
concerned with the source of funds. If he did some preparation 
and a presentable budget was derived Congress would appropriate 
funds and operations would continue. Congress no longer 
approves budgets based on "window dressing" . Great pressures 
from the public are forcing the Congressional Committees to 
take longer and harder looks at each agency's budget. To 
insure the maximization of budget passage, agencies would shift 
their discount rates down in order to achieve the best looking 
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package. Recent moves to institute a federal finance banking 
operation where agency heads will be given discount rates 
based on economic and political considerations are underway. 

With a more realistic application of discount rates the 
Congress will be able to make more effective and efficient 
appropriations. In addition, many agencies would be able to 
operate in bond or stock markets as alternative means of raising 
needed capital. Generally, the concept of the Federal Financing 
Bank is to establish discount rates, act as a source of capital, 
and improve efficiency of government. 

Asset Management 

This category consists of the management of current and 
fixed assets. In government operations current assets include 
some form of cash or working capital and inventories of 
equipment or materials. Accounts receivables are not included 
since they do not exist as a general factor in government 
operations. All receivables usually are paid directly into the 
general treasury and not credited to the account of the agency 
involved . 

Current asset management in the public sector is the 
manipulating of funds or other "liquid" resources in such a 
manner as to insure the maximization of efficiency and economy 
in the operation. Operating fund categories of money are the 
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most manageable of all appropriated monies. It is in this that 
effective management can have its greatest effect. 

Establishment of some form of inventory control and 
management is possible in all organizations. The federal 
financial manager who can make use of an economic ordering 
system or other method of efficient inventory control can 
maximize the "value to the owners" . Inventory classifications 
in government are basically the same as in industry and major 
equipments, structures, or facilities are considered fixed 
assets rather than general inventory items. As in industry, 
the inventory material is generally consumed in the operation. 

Fixed Asset management within the government is subject 
to severe constraint imposed by the system of rules and regula- 
tions surrounding bureaucracy and the political environs in 
which it is located. In the private sector top management 
acquires, uses and disposes of fixed assets with relative 
freedom and in such a manner as to benefit the shareholder. 

In government this process requires action at many different 
levels, including agency, interagency, department. Executive 
or Cabinet level, and, finally, even Congress. Because of 
time requirements a manager in government must be able to look 
at needs for fixed assets far into the future. The Planning, 
Programming and Budgeting (PPB) approach to government 
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expenditures was an attempt to take longer looks at fixed 
asset acquisitions, uses, and disposals. Unfortunately, while 
many operations were discontinued as a result of PPB analysis, 
the assets were retained and continue to burden the agencies with 
maintenance or upkeep costs. Congressional review of these costs 
have done little to correct the situation and no action to place 
fixed assets, particularly land and buildings, in some form of 
central holding activity which would clear agency accounts.'*' 

Summary 

All of the functional categories just discussed are 
necessary in both business and government organizations. A 
financial manager in any agency of the government is confronted 
with severe restrictions on his activity which are imposed by 
law, regulation or political pressures. These constraints 
emphasize the need for an indepth and thorough financial 
management program. Because of financial or fiscal limitations 
the government manager is required to be much more effective 
in his decision-making efforts when considering alternatives. 

All of the structure of financial management must be 
coordinated. The binding agent is the system of reports and 

1 Rear Admiral William M. I-Iarnish, Deputy Comptroller, 

U.S. Navy, lecture to Navy Postgraduate Financial Management 
Program, The George Washington University, Washington, D. C., 
November 29, 1971. 
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accounts established to give the manager the information needed. 
It suffices to say that inadequate records, reports, accounts, 
or other data results must therefore be aware of the need for 
accurate and complete information. To succeed in the four 
major function categories he must be familiar with the accounting 
and information systems available to him. 

Coast Guard Financial Management 

In the very early years of the Coast Guard there was no 
formal effort to make use of "financial management!' At the time 
Secretary of the Treasury Hamilton called for strict economy 
and efficiency but no organizational structure was established 
for that purpose.' 1 ' Since each cutter was assigned under a local 
customs office no need for standard accounts or management was 
felt justified or needed. 

It was not until the middle of the 1340's, some fifty- 
five years after the founding of the Revenue-Cutter Service, 
that a central organization was established. Then Secretary 
of the Treasury Spencer elevated the service to a Bureau and 
named Captain Alexander V. Fraser as first Bureau Chief. To 
better control the activities of the Bureau, Captain Fraser 

■'■Bloomfield, Compact History , pp. 6-8. 
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established six main branches, including accounting, at the 
"headquarters level". This new accounting office was 
responsible only for maintaining the records of expenditures 
and had no financial decision capability vested in it. Even 
the formulation of budgeting requirements as well as the budget 
presentation itself were not done within the accounting division 
but accomplished in the offices of the engineer.'*' 

For the next one hundred years this format of organiza- 
tion was to be retained and more defined boundaries were to 
evolve which segregated the role of the accounting section from 
the planning and budgeting operation of the engineering staff. 
World War II brought the financial area into a more favorable 
position as the growth of the Coast Guard made the financial 
side of the operation much more important. During the war 
years the Office of the Comptroller was given a greater share 
of the management of resources and the advice of financially 
oriented personnel was now more readily accepted. The major 
financial decision authority and budget policy-making remained 

with the engineers but now the preparation of budgets was made 

2 

in the Comptroller's Office. 

3 -1 bid. . pp. 39-45. 

2 Capron, Coast Guard , pp. 169-173. 
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Throughout the business sector of the economy a growing 
awareness of the need for financial management has developed 
since 1950. This private support for finance caused a change 
in attitudes in the public sector. The Coast Guard began to 
take advantage of the various schools of business and finance 
and trained personnel in the field of finance were being given 
greater authority in decision-making. 

In recent years it began to be evident that the 
financial management structure of the Coast Guard left something 
to be desired. Personnel who should be managing programs and 
projects were inundated with paperwork and the decision processes 
began to suffer. As will be shown in the following chapters, 
major changes in the financial structure of the Coast Guard 
were undertaken. The first of these was the implementation of 
Subhead Thirty. The objectives of this new management program 
were to reduce the workload of the engineering program manager, 
increase efficiency and effectiveness of the decision process 
in budgeting and fund management, and a streamlining of account 
structures with greater levels of local control. 

This first step was directed at operating fund areas and 
levels; future' steps will involve other areas of Coast Guard 
finance. The remainder of this paper will deal solely with 



the first step. 



CHAPTER IV 



AN INTRODUCTION TO SUBHEAD THIRTY 

This is perhaps the most important section of tne entire 
paper, since it is in this chapter that the reader will become 
acquainted with the program developed and implemented by the 
United States Coast Guard. This program of financial management 
has now been in full use for slightly less than two full years. 
Subsequent chapters will deal with a survey of the Coast Guard's 
field Comptrollers and a discussion of the shortcomings as 
annotated by recommendations for improvements. While some 
comments may be made concerning the theory and operation of 
the program, these will be for amplification purposes only, 
and final conclusions and recommendations will be deferred 
until the last chapter of the paper. 

The General Accounting Office Report 
During calendar year 1968, the Comptroller General of 
the United States made a report to the Secretary of Transporta- 
tion in which several minor but significant discrepancies in the 
financial management, and related accounting activities, of the 
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United States Coast Guard. The three most important points made 
by the General Accounting Office in its report may be abstracted 
as: 

1. The Coast Guard should implement a system of cost- 
based budgets for its internal operating budgets. 

2. The service should make more effective use of its 
available cost-data in the management of allocated 
resources . 

3. The over-control of sub-allotment accounts and 
administrative accounts be eliminated in the interest 
of efficiency in the operation of the Coast Guard. 1 

In response to the report, and on request of the Secretary 
of Transportation, an ad hoc study was established to develop 
the Coast Guard ' s reply and make recommendations concerning the 
necessary changes in the service's management areas to insure 
that the intent of the Comptroller General's report was fully 
realized. In addition to producing the response to the General 
Accounting Office report, the study group was asked to establish 
a timetable for the institution of the programs which they felt 
justified. The committee saw several areas of potential 

1 U. S. General Accounting Office, Report No. B-115336, 

Need for Improvements in the Financial Management of the U. S. 
Coast Guard . (Washington, D.C.: U. S. Government Printing 



Office, 1968) 
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improvement needed in the management of the Coast Guard's 
resources. These included such things as the reduction of the 
administrative workload on field engineers whose time could be 
better spent in the field "managing" their programs, and an 
increase in the discretionary power and. authority granted to the 
officers in command of the various ships and stations in regard 
to the decision process which delt with the resources allocated 
for the normal operations of that ship. In addition, the study 
group saw a need to stimulate and improve the role of the local 
program manager in the management of resources and the estab- 
lishment of operating budgets. All three of these areas had a 
major impact on the evolution of the subhead thirty program. 

The vehicle selected by the study group was initially 

entitled, "Financial Management and Accounting System Changes 

Programmed for Fiscal Year 1971", and a target date for full 

implementation of the system was set at July 1, 1970, the first 

day of the new Fiscal Year. Officially, comptrollers in the 

field were made aware of the change by a notice from the 

Commandant of the Coast Guard, which was dated May 27, 1970. 

The notice originated in the offices of the Comptroller of the 

Coast Guard and stated that: 

The General Accounting Office has recommended that the 
Coast Guard establish internal cost-based operating 
budgets for use in the financial management of its 



